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PROSPECTUS 


In this issue of Business Briefs we 
have again tried to sift out for you 
some of the “nuggets” from magazines 
and publications outside the Harvard 
family. 


True to our emphasis on down-to- 
earth, practical, “how-to-do-it” type 
articles and papers, we begin with some 
instructions on the gentle art of exec- 
utive murder from Think, the always- 
interesting journal published in New 
York by International Business Ma- 
chines Corporation. Next we go to the 
midwest and pick two papers, one 
from a series of leading addresses spon- 
sored last year by the University of 
Michigan’s Bureau of Industrial Rela- 
tions, and the other from a provocative 
collection edited by Robert S. Hancock 
for the American Marketing Associa- 
tion. Then we return to New York 
and take an article from a journal that 








has contributed heavily to the ad- 
vancement of thinking about account- 
ing and control — the N.A.A. Bulletin. 
The excerpts on page 28 also come 
from the publication of a New York 
organization, American Universities 
Field Staff, Inc. AUFS has seasoned 
reporters stationed in key areas around 
the globe who report objectively and in 
depth on current developments in world 
affairs. 


The format of Business Briefs was 
designed by Donis A. Dondis. Printing 
is handled by Howard Kirshen. The 
alumni advisory board consists of 
Verne S. Atwater, George Allen, Mar- 
vin Bower, and Francis D. Pratt. This 
journal is part of the Executive Publi- 
cations Service program headed up by 
Donald M. Wright, Director of Alumni 
Relations. 

Davin W. Ewine, Editor 


Extra copies of 

this issue can be 
purchased for $1. apiece 
(while they last) from 
Donald M. Wright, Alumni 
Center, Harvard Business 
School, Boston 63, Mass. 
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HOW TO KILL A GOOD EXECUTIVE 


By Roy Pearson 


book for men who suffer from a secret itch to commit homicide 


VY \3 but who resist the urge because they lack either the courage 


WM, This is a treatise on murder. It’s a “do-it-yourself” hand- 
2 \ 
Z 


(Ey. 
| rN j or the techniques. There’s no point in disguising my inten- 
| ao eer tion: I want to make some practical suggestions for getting 
| rid of people who, as Gilbert and Sullivan put it, “never would 
be missed.” . 

| Of course, there are innumerable categories of such people, 
and most of us have our own little lists of the people who never 
would be missed. The women drivers who point left and turn 
right, the dentists who give you an appointment for eleven 
o’clock in the morning but don’t see you until one o’clock in 
the afternoon, the paper boy who leaves your newspaper on 
the doorstep every morning except when it rains, and then 
throws it out on the lawn — these happen to be some of my 
own favorite candidates for the executioner’s special attention. 

At the moment, however, I narrow my aim. These prac- 


Reprinted by permission from Think Magazine. Copyright 1960 by International Business Machines Corporation. 
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tical suggestions are meant only for executives who are 
responsible for other executives. I don’t mean to imply 
that every man near the top of the ladder wants to 
wipe out all of the men lower down on the ladder. He 
may actually want to help some of his subordinates to 
climb up another rung. He may even want to en- 
courage their growth and nourish their talents. But if 
he cherishes a different purpose, then this article is 
for him, and I turn directly to the matter at hand — 
the execution of executives. 

My first suggestion for killing a good executive is 
simply to cut off his head. As everybody knows, this is 
a well-established procedure for projects of this kind, 
and it has proved generally effective in terminating 
the activities of the people to whom it has been ad- 
ministered. In civilized countries the use of a knife 
or an ax is clearly to be deplored because of the prob- 
able damage to clothing, carpet or conscience, but it 
requires only a slight adaptation of tools to make the 
ancient method quite acceptable. 

It’s no secret that a good executive needs an in- 
credible amount of information if he is to be successful 
in his work, information not only about the area of 
his own particular responsibilities but also about the 
departments that border his own, the total operation 
in which all of the departments participate, the econ- 
omy to which the total operation contributes, and the 
nation and world that depend on the economy for a 
large measure of their health and strength. Neither 
is it any secret that such information cannot be ac- 
quired without the use of time to think, read, and per- 
haps take occasional refresher courses in business 
schools or other academic institutions. 

One method of decapitation is just to keep the man 
so busy that he has no time to keep his mind alive: 
add to his burdens, increase his duties, multiply his 
responsibilities. Another is to make him feel guilty 
if he is not always breathless: when you walk into his 
office and find him reading about the latest research 
in his field, arch your eyebrows, shake your finger 
at him slyly, and say something like, “Well! I caught 
you loafing again, didn’t I?” or, “Naughty boy! You 
know you ought to be working!” Still another is to 
compare him unfavorably with one of his colleagues: 
“Joe,” you say, “you ought to take a leaf from Bob’s 
book. He never stops. Always on the go. Member of 
every club in town. Chairman of a dozen committees. 
He’s a regular guy!” 

At first glance, all this may seem unimportant, but 
keep it up, and you’re sure to get results. Sooner or 
later, you’ll have the man’s head in your lap. He may 
still move around for a while, but he’ll be like the 
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rooster with its head cut off: from the neck up, he 
won’t be worth very much. 

A second way to murder a good executive is to pull 
him apart. This is the technique of getting him started 
in one direction, and then pulling him in a different 
direction, and then tugging him in still another direc- 
tion. You put him in charge of one specific phase of 
the company’s interests, encourage him to become 
familiar with all its details, fan his enthusiasm for this 
particular project, stimulate his imagination about the 
wonderful advances that can be made in this field, 
commit his promotion to his ability to master this 
group of problems. Then suddenly tell him you have 
changed your mind, and assign him to something else. 
Or you send him to Seattle and put him in charge of 
your plants in that city. This is a big job, you tell 
him. This is no fly-by-night affair: this is permanent. 
So you want him to dig in, make a place for himself 
and his family in the community, join the important 
clubs, buy an impressive house, get to know the right 
people, work his way into the inner circles. Then a 
year later, when he has followed your instructions to 
the letter, you move him to Toledo. 

Some of you have probably recognized the ancient 
antecedent of this method. It’s the old trick of tying 
each of a man’s hands and feet to a wild horse and whip- 
ping the horses. Under certain circumstances this 
technique may seem too slow: it’s remarkable how 
tough some executives actually are and how much 
punishment of this kind they can take. But don’t be 
discouraged. There’s a limit to what flesh and blood 
can stand, and if you have a good whip, sooner or later 
the seams will let go, and you can collect the pieces 
in your basket. 

The third recommendation for putting the finger on 
a good executive is to strangle him. Presumably, when 
you gave him his job you did so because you thought 
he had the brains to handle it. Presumably, you ex- 
pected him to use those brains. Presumably, you 
faced the possibility that if he used them, he might 
come up with some new ideas. And presumably, you 
still wanted him to use his brains. 

But once you have him on the job, you can forget all 
that, especially if it looks as if his new ideas might 
make him a threat to your own position. Of course, 
you won’t want to strangle him if his new ideas are 
relatively minor — like a better location for the water 
cooler or a way to save 2 cents a gross on paper clips. 
Throttle him under those conditions, and people are 
likely to misunderstand your homicide. They might 
even call it unjustifiable. But if he has set his mind 
to something really important, you had better put a 
firm thumb on his windpipe. 
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Here again you have to be careful. A real thumb 
on a real windpipe might leave marks which could be 
traced to yourself, and that might prove embarrassing. 
But use a litle imagination, and you won’t have much 
trouble. If you want to approach the matter directly, 
you can take away his secretary, or lose his reports, 
or exclude him from the staff conferences. If you prefer 
the indirect approach, there is nothing better than a 
few well-planted rumors, and you can always protect 
yourself against libel by phrasing them as questions. 
It does not matter very much what the rumors are or 
even whether there were any rumors at all until you 
manufactured them, but the president’s office is not 
a bad place to plant them. “J.B.,” you say some morn- 
ing when your other business with him is finished, “do 
you know anything about Robinson having another 
wife up in Alaska?” Or, “. .. being a deserter from the 
Dutch Army?” Or, “. . . being a secret agent for the 
Turkish Communists?” The material of your rope is 
of little consequence, and you can make the noose in 
your own way. But pull it tight, hold on firmly, and 
you'll see his eyes begin to bulge. 

For a fourth suggestion try this: wear him down. 
This is the brainwashing technique, and for anyone 
with a fastidious turn of mind it is especially attractive 
because it accomplishes the same purpose as the other 
techniques while avoiding their affinity with violence. 
This method leaves no marks on the body. 

There are numberless ways to wear down a good 
executive, but all of them depend on your ability to 
match your convenience with the victim’s inconveni- 
ence, pit your strength against his weakness, use your 
leisure to increase his lack of it. You can begin with 
the simplest and most obvious procedures: the finer 
touches will come with experience. 

You start out, for example, by making him the er- 
rand boy of the office. Keep him hopping here, hurry- 
ing there, carrying this, reporting that. Arrange two 
or three meetings a day, and try to set them at times 
when it will be hardest for him to attend them. Plan 
a heavy travel schedule for him; assign him the least 
productive territory; and keep him away from home 
at least three weekends a month. Give him the task 
of compiling a complicated array of figures, cut down 
his office staff, and then discard the figures. If you 
wake up in the middle of the night and can’t get back 
to sleep, call him up for a chat. It won’t matter what 
you talk about: just be sure it’s trivial. If you know 
he’s got a big speech to make, stalk into his hotel room 
10 minutes before he’s due to go down to the rostrum, 
say you’ve got to talk to him, spout fire and brim- 
stone. Again it won’t matter what you talk about: 





just make it nasty. Or wait until five o’clock in the 
afternoon. Then tell him that you and he have an 
appointment with the president for nine o’clock the 
next morning and that the president wants a full re- 
port on the 47 new contracts which you’ve just put 
on the desk. 

You may be thinking that none of these methods 
will work by itself. That’s right: they won’t. But 
don’t forget that a good executive has a large number 
of normal frustrations and problems. Add these new 
inventions to the load he has to carry anyway; pile 
them on while he’s already climbing uphill; and you 
can depend on the result. You'll scrape the skin off 
his soul. You’ll wear the man down. 

Finally, there’s no better way to kill a good execu- 
tive than to poison him. I hope you won’t be offended 
if I remind you that like all of the other procedures 
which I have outlined, the use of poison must be han- 
dled with the utmost discretion. As every watcher of 
television already knows, the men in the police lab- 
oratories are getting demoniacally clever, and you 
can’t even use prussic acid any more because the first 
thing the detective does is to see if the corpse smells 
like burnt almonds. But take it easy, don’t panic, 
keep yourself up to date about the latest discoveries, 
and you can slip the man a mickey with a handshake. 

Let me present a few specific instances and then 
point out their significance: 

Case No. 1: One day you come out of the presi- 
dent’s office. It’s been quite a pleasant meeting, and 
you’re glad to know that the profit record has been 
so satisfactory. But as you walk down the corridor, 
you meet one of your subordinates. “Company still 
solvent?” he asks you with a friendly grin, and you as- 
sume your most funereal manner. “I wish you hadn’t 
asked me that question,” you say solemnly. “I wish 
you hadn’t asked me that question!” And before he 
recovers from his surprise, you disappear down the 
hall in well-feigned dejection. 

Case No. 2: You’re having lunch with one of your 
staff. There’s a promotion coming up, and this man 
is running neck and neck with another member of 
the staff. ‘Well, there’s one thing sure,” he says. 
“Bob’s an honest fellow, and he’d never do anything 
underhanded to hurt my chances.” When you hear 
that, you let your jaw drop in amazement. “You be- 
lieve that?” you ask. “You really believe that?” 

Case No. 3: One of your assistants has responsibil- 
ity for a sizable department. Things weren’t going 
too well before he took charge, but he has reorganized 
the department and made several new appointments. 
One day you’re talking with him in your office, and 
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he mentions one of the key men in his organization. 
“You don’t know what a relief it is,” he says, “to have 
a man in that position whom I can really trust!” Again 
you look incredulous. “What did you say?” you ask 
him, and when he has repeated his observation, you 
shake your head sadly. “Far be it from me to destroy 
your illusions,” you tell him. “Far be it from me to be 
a bearer of tales!” 

By this time the purpose of this procedure must be 
obvious. It’s to take a good executive and keep him 
awake nights wondering what is true and what isn’t. 
It’s to destroy his confidence in the company, wipe 
out his faith in human nature, lead him to distrust his 
associates, and make him doubt his own judgment. 
It’s to get a lethal dose of cynicism into his blood. And 
this technique for homicide is particularly valuable 
because, for one thing, it can be applied to almost any 
of your victim’s relationships — and it never puts you 
on record as actually having said anything. 

How to kill a good executive? As I have suggested, 
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you can cut off his head, pull him apart, strangle him, 
wear him down, or poison him. Of course, there are 
many other ways, too. You can stab him in the back by 
secretly urging him to speak out boldly on a given 
issue and then disowning him when he meets a little 
opposition. You can drown him in ridicule by letting 
him share with you some hope that is dearer than life 
and then laughing at him for his stupidity. You can 
starve him by so regulating both his professional and 
his social relationships that he can never treat another 
man as a friend but only as a potential instrument. 
You can break his heart by letting him dream long 
dreams about a company that tries to make a worthy 
contribution to the life of the nation, then tearing those 
dreams apart by your own sarcasm and bitterness. 

But I think I have given you enough ideas to get the 
job done, and perhaps the happiest recollection of all 
is the fact that these methods kill two birds with one 
stone. Follow them faithfully, and not only will you 
kill a good executive: you will also kill the company. 
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WHICH LAW FOR 
MANPOWER PLANNING — 
PARKINSON'S OR HARBISON'S ? 


By Frederick Harbison 


According to one of Parkinson’s early laws, administrators 
and high-level functionaries are bound to multiply irrespec- 
tive of the need or the value of their services. On this score, 
one might attribute the recent spectacular increase of execu- 
tives, staff experts, engineers, scientists, and other profes- 
sional personnel in American industry to empire building, 
pure and simple. If this be so, then the present insatiable ap- 
petite for high-level manpower in our country is a manifesta- 
tion of disease, and its symptoms — higher overhead costs, the 
employment of eggheads, and the proliferation of bosses — 
should be viewed with alarm. 

Great as my fondness may be for the postulates of the good 
Parkinson, I must say that they are little more than delightful 
nonsense. My central point in this talk is that the voracious 
appetite for high-level manpower and the greater employment 
of brainpower everywhere in our economy — including busi- 
ness — is a consequence of basic economic and technological 





ene by permission from Addresses on Industrial Relations, 1960 Series, published by the Bureau of Industrial 
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forces which are at work in modern society. I shall 
even support the thesis that the proportion of persons 
engaged in high-level activities in the economy in gen- 
eral and in business enterprises in particular is directly 
related to progressiveness. And I shall state this mod- 
estly as “Harbison’s law.” According to this law, ad- 
ministrators, managers, engineers, scientists and other 
high-level functionaries are bound to multiply in any 
dynamic and progressive organization, and their failure 
to do so is a manifestation of a creeping stagnation 
which is an indication of backwardness. Let me illus- 
trate this first in global terms and next in specific 
terms. 

In an underdeveloped country such as Nigeria, for 
example, the numbers of persons who might be in- 
cluded in the so-called high-level manpower category 
would constitute less than one tenth of one per cent 
of the population. Such persons would include admin- 
istrators in public service and private enterprise, doc- 
tors, engineers, scientists, and professional personnel of 
all kinds, as well as teachers in secondary schools, 
colleges and universities. In Ghana, which is some- 
what more advanced, this group would constitute 
about three tenths of one per cent of the population 
— in Egypt five tenths of a per cent. In the U.S.A. 
or the Soviet Union, however, five per cent of the popu- 
lation would be in this category — or 50 times that in 
Nigeria. 





According to Harbison’s Law, propounded for the first 
time in this article, managers, engineers, scientists, and 
other high-level functionaries multiply in any dynamic 
and progressive organization; and their failure to do so 
signifies creeping stagnation and backwardness. Here 
are just a few of the implications that Harbison sees: 


@ The increase in salary overhead costs should pay 
for itself, either through lower total costs or through 
better quality of products and services. 


@ Over the years, the unions’ share of the work 
force is likely to decrease. 


@ Companies will compete more than ever before 
for high-level manpower resources as well as for 
sales and supplies. 


e@ Some long traditions of salary administration (e.g., 
more pay for managers than for “‘brains'’) may go 
by the board. 


@ Some radical innovations in management training 
may become desirable, e.g., sabbatical-type leave 
of absence. 


@ “The really practical approach to manpower 
problems may be the theorizing approach. In this 
age of accelerated innovation, the dreamer may be 
as important as the doer.” 
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Obviously, an advanced society is one in which great 
investment has been made in the development of man. 
In the advanced countries man enjoys higher educa- 
tion, higher living standards, and assumes greater re- 
sponsibilities than in primitive societies. A good meas- 
ure of the extent of advancement, I think, is the pro- 
portion of a country’s population which falls into 
the high-level manpower category. 


INNOVATION HAS CREATED NEED 


Let us now be more specific and look at high-level 
manpower in American industry. At Princeton we 
made a study recently of the shifting patterns of man- 
power utilization in industrial companies. Let me 
briefly review our findings on the basis of a rather 
careful historical examination of trends in 50 com- 
panies. As you might expect, we found that in the 
ten years following World War II, the proportion of 
high-level manpower increased sharply in some com- 
panies, rather gradually in many, and not at all ina 
few. 

Very early in our study we became aware of a num- 
ber of possible explanations for increased utilization 
of brainpower in American industry. According to 
some who have written on this subject, the multiplica- 
tion of managers and professional personnel could be 
a consequence of “empire building,” pure and simple. 
Others have suggested that the proliferation of reports 
required by government agencies was a major factor. 
Still others have attributed the changes to automa- 
tion, increased investment in research and develop- 
ment, and the quickened pace of process and product 
innovation. Company reorganizations, new fads in ad- 
ministration, and high tax rates on profits have also 
been advanced as possible explanations. Our task in 
undertaking the study was to try to determine what 
the truth was. Now, let me summarize our major con- 
clusions. 


The increase in highly trained personnel as a per- 
centage of total employment in the companies studied 
was primarily the.result of innovation. Both techno- 
logical innovation, which was associated with the in- 
troduction of new products or proceses, and organiza- 
tional innovation, which created new administrative 
units and new systems of management, required in- 
creases in executive, administrative, and professional 
staff. Technological innovation also changed the com- 
position of employment by decreasing the employment 
of production workers. Automation usually resulted 
in greater utilization of highly trained specialists at 
the same time that it made possible substantial sav- 








ings in manual or clerical working forces. In other 
words, automation nearly always led to substitution 
of both high-talent manpower and capital for un- 
skilled and semi-skilled personnel. 


2) In a very general sense, it appeared that the rate 
of innovation in enterprises governed the rate of in- 
crease in utilization of skilled personnel of all kinds. 
In other words, the companies showing the greatest 
increases in nonproduction workers as a proportion of 
total employment were invariably those which had 
made the most spectacular of far-reaching changes in 
products, processes, and organization. 


3) The companies which themselves developed new 
products or designed new processes or systems of ad- 
ministration showed a much sharper increase in em- 
ployment of high-talent manpower than those which 
relied primarily on outside consultants or machinery 
suppliers. For example, a computer manufacturer re- 
quires vastly more high-talent manpower than the 
firms which utilize the computers. Our evidence indi- 
cates, in other words, that the companies which orig- 
inated new processes, products, or administrative 
methods invariably used a greater proportion of high- 
talent manpower than the companies that merely 
adopted the innovations which others had developed. 


» The development of innovations has apparently 
affected the occupational structure of entire indus- 
tries. For example, between 1947 and 1955 the ratio of 
high-talent manpower increased sharply in aircraft, 
electronics, chemicals, ordnance, and petroleum. Each 
of these industries developed innovations for its own 
use, or for use by others. The proportion of highly 
skilled personnel increased less rapidly in the textile, 
apparel, lumber, railroad, and utility industries, which 
adopted, for the most part, innovations developed by 
others. 


» Our evidence indicated that innovation is likely 
to spawn more innovation. For example, product and 
process innovation by one firm in an industry tended 
to cause innovation in competing firms. The growth 
of research and development was one indication of 
this tendency. 


b Bureaucratic expansion, more popularly referred 
to as “empire building,” was probably a factor in some 
of the companies studied, particularly during peri- 
ods of high prosperity and high profits. Nevertheless, 
we found that, in comparison with other factors, it 
was a very minor cause of expansion in the propor- 
tion of nonproduction employees in work forces. 
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7) The increasing size of companies and the alleged 
increase in the number of reports required by govern- 
ment agencies were found to be erroneous explana- 
tions for shifts in occupational structure. Companies 
that grew in size but did not innovate tended to em- 
ploy a constant or declining percentage of their work 
forces in executive, professional, and related occupa- 
tions. Reports required by government agencies were 
mentioned as a source of change in employment struc: 
ture only by public utilities and railroads — in other 
words, only by companies subject to direct govern- 
ment regulation. Companies in other industries indi- 
cated that most of the information required by gov- 
ernment agencies was also required for effective man- 
agement of their affairs. 


3) In summary, the shift to greater utilization of 
high-talent manpower in the companies studied was 
thus associated primarily with dynamism and progress 
rather than with expansion of bureaucracies or unwar- 
ranted increases in overhead costs. Although we were 
not able to measure the impact of greater utilization 
of such personnel on total payroll cost, our interviews 
indicated that innovation, and the increases in em- 
ployment of skilled personnel which it required, re- 
sulted in higher overhead costs which bore fruit either 
in decreasing total costs or improving the quality of 
the products or services supplied. 


MAJOR CHANGES AHEAD 


Let us now turn to some of the implications of our 
findings for future planning by American business 
enterprises. If we assume that the present rate of new 
discovery and innovation in our society will be at least 
as rapid in the next 20 years as it has been in the 
previous ten (and this assumption is certainly plaus- 
ible), here are some implications worthy of examina- 
tion: 

1. Most companies have neglected to estimate ac- 
curately their future manpower requirements. The 
majority of the companies we studied have made no 
serious attempt to estimate the occupational compo- 
sition of their future labor forces. The few which did 
make estimates, moreover, based them on quite er- 
roneous assumptions. They assumed that occupational 
composition will not change in the future, which is 
tantamount to assuming that there will be no major 
innovations. For example, one company made a five- 
year forecast of manpower requirements in 1955. By 
1957 the number of managerial and professional em- 
ployees estimated to be employed by 1960 had already 
been exceeded. Here, obviously, no attempt had been 





made to study past changes in occupational structure 
as a possible guide to future needs. 

We did find, however, that a large number of com- 
panies were making rather careful plans for the in- 
troduction of new processes, new products, and even 
new systems of administration. Yet in no case did we 
find any serious attempt to relate requirements for 
human resources to such plans. 

2. The greater utilization of professional and man- 
agerial manpower results in an increase in fixed and 
overhead costs. Almost all of the companies we studied 
were concerned with the problem of mounting over- 
head expenses. In some industrial companies the total 
payments to salaried workers were already greater 
than the total wage bill for hourly-rated or piece work- 
ers. In a few cases, the total compensation of man- 
agers and professional personnel was nearly equal to 
that of production personnel. 

The trend here is clear. The total payments to wage 
earners are decreasing, whereas the total payments to 
salaried workers are increasing, and in most companies 
the sharpest increases in total labor costs are un- 
doubtedly those represented by managerial and pro- 
fessional personnel. The increase in employment of 
professional, managerial, and other groups of salaried 
employees in manufacturing between 1947 and 1957 
resulted in total salaries rising from one fourth of man- 
ufacturing labor costs in 1947 to about one third in 
1957. During the 1949 and 1954 recessions, wage costs 
decreased more rapidly than salary costs. 

3. It is quite apparent that the proportion of per- 
sons in unions in American industry is likely to fall as 
the proportion of manual production workers drops. 
Unions in the United States have not as yet demon- 
strated much capacity for organizing technical, pro- 
fessional, and managerial personnel, and progress has 
been notably slow even in the unionization of clerical 
personnel. Radical changes in the psychological orien- 
tation of white-collor employees as well as in the ap- 
proach of unions toward them would be required to 
alter this situation. It is possible, however, that a 
coincidental development of extremely inept manage- 
ment and unusually adept union organizers might re- 
sult in a substantial growth of union membership 
among white-collar workers. 

4. Competition for personnel in the labor market 
is undergoing fundamental change. Companies are ex- 
periencing little or no difficulty in hiring manual and 
the less-skilled clerical workers. Indeed, many are 
more concerned with the release of such workers than 
with their recruitment. At the same time they are 
facing stiffer competition in hiring engineers, and even 
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sharper competition in finding creative research sci- 
entists and engineers. Inter-firm competition for man- 
agers and top administrative staff is also increasing. 

5. The changing composition of working forces in 
American industry will force many companies to revise 
thoroughly or discard altogether some longstanding 
notions of wage and salary administration. It will be- 
come more important to base compensation on the 
capacities of individuals than upon categorical job de- 
scriptions. In many cases, professional personnel in 
nonsupervisory positions may have to be given higher 
pay than managers. In fact the entire hierarchical re- 
lationship between positions in an enterprise may have 
to be completely overhauled as old skills become ob- 
solete and new ones rise in strategic importance. Some 
companies, indeed, are already faced with the necessity 
of paying a bright young mathematician fresh out of 
graduate school a salary equivalent to that being 
drawn by a manager with 15 to 20 years’ service. 

In short, when competition in the labor market is 
for “brains” rather than for “hands,” an entirely new 
approach to thinking about wage and salary admin- 
istration may be required. 

6. Even more important than the larger numbers 
of high-talent people in industry is the problem of 
their effective utilization. It is more difficult in many 
cases to develop the industrial environment which 
makes highly talented people more creative than to 
provide incentives to make manual workers more 
productive. In dealing with high-talent manpower, 
there must be entirely different concepts of organiza- 
tion of work, of incentives, and of so-called “human 
relations” between the managers and the managed. 
This means that personnel policies will need to be 
thoroughly re-examined in the years ahead. 

Much of the past effort in personnel administration 
has been directed toward treating the common man 
— the wage earner and the clerical employee — fairly 
and equally. Seniority systems have been created to 
eliminate favoritism and discrimination; job evalua- 
tion has been used to provide equal pay for equal work. 
In working on things such as general wage increases, 
call-in pay, overtime, compensation for work on Sat- 
urdays and Sundays, vacations, pensions, supplemen- 
tary unemployment benefits, sickness benefits, and re- 
lated matters, the concern has always been to estab- 
lish rules for equal and non-discriminatory treatment 
of the various categories of manual and clerical labor. 
The objective has been to achieve conformity and 
consistency. 

But the skills and the concepts which have been 
useful in dealing with the common man are not always 
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those most appropriate for dealing with high-talent 
manpower. The engineer of today, the scientist, the 
professional person is the uncommon man, the atypical 
being, the brainy guy, or the egghead with queer but 
nonetheless valuable ideas. In dealing with this kind 
of manpower, one needs to know how to detect the 
differences rather than the similarities between people. 
Objective discrimination and differential treatment 
are the vital skills required for selection and effective 
utilization of high-talent manpower. 

7. There are likely to be in the future very pro- 
found changes in the top command posts of industry. 
It should be almost blindingly obvious to most com- 
panies that the greater employment of brainpower in 
industry will demand smarter and much more thor- 
oughly and broadly trained top executives. It will 
not be possible for a top manager to learn by experi- 
ence alone what he must know to direct the affairs of 
tomorrow’s enterprises. Even today, large companies 
are too complicated to be understood by the too nar- 
rowly educated pragmatist. The top executive must 
coordinate the activities, inspire the enthusiasm, and 
command the respect of highly educated technical 
specialists in virtually every branch of the business. 
As a generalist, he must have appreciation for as well 
as some means of appraisal of the work of many spe- 
cialists. He must even possess the skill to teach the 
specialist at times to think like a generalist. And to- 
morrow the task will be far more demanding than 
it is today. 

It is true that automated production lines, com- 
puters, and resort to high-price management con- 
sultants will eliminate the work of droves of man- 
ual and clerical workers. But there is always a price. 
That price is partly in the expenditure for new equip- 
ment or the installation of new systems. Even more 
important, but less readily visible, is the price which 
must be paid for more highly trained specialists to 
counsel with in making more difficult decisions based 
upon vastly more information. 

Already, as some writers have pointed out, a new 
“technology of information” is beginning to take hold 
in American business, which stems from new tech- 
niques of rapid data processing and the application 
of statistical and mathematical methods to decision- 
making problems. As stressed by one executive we in- 
terviewed, “The manager of tomorrow must be almost 
as fluent in the language of mathematics as he is in 
English.” This is probably true, but by the same 
token, this man must be far more than a mathema- 
tician! 

On the basis of the inferences drawn above, let us 





conclude by raising for discussion four major problem 
areas in the field of high-level manpower and its de- 
velopment. 


DO WE HAVE ENOUGH PEOPLE? 


First, we have the question of the adequacy of the 
supply of new additions to the high-level manpower 
force. In quantitative terms, I think that the supply 
may be adequate. Enrollments in colleges and uni- 
versities are mounting rapidly. More young people, 
moreover, are becoming interested in the critical fields 
of science and engineering. More each year want to 
enter management. Except in a few highly specialized 
fields, we are likely to have enough “bodies” in the 
high-level manpower ranks of industry. 

Our greatest problem will be quality. Much of the 
higher education in the United States is mass educa- 
tion, and much of it is too highly vocationalized. Some 
institutions of higher learning, in fact, are little more 
than flashy trade schools. The real task of university 
education should be to build intellectual sensitivity 
into high-talent manpower, just as color sensitivity is 
built into the finest photographic film. The develop- 
ment of high-talent manpower—statesmen, managers, 
scientists, engineers, and intellectual leaders — takes 
place only after exposure to the light of practical ex- 
perience in a real world. However, no amount of ex- 
posure and practical experience can develop really high 
talent in a mind which has been sensitized only to 
simple black and white over-vocationalized college 
training. 

The specialties of today may not be those which will 
be important tomorrow. Our aim should be to pre- 
pare minds with the capacity to grasp new ideas rather 
than merely to make an immediate contribution to 
problems which may be of only transitory urgency. 


HOW MUCH DEVELOPMENT HELP? 


Second, there is the problem of the effective develop- 
ment of future managerial personnel within business 
enterprise itself. Today, most progressive companies 
recognize that top flight managerial personnel cannot 
be developed by experience alone. In addition to ex- 
perience, formal education programs are required. 
These may be undertaken within the companies them- 
selves. They may take the form of advanced manage- 
ment or executive development programs in universi- 
ties such as Harvard, M.I.T., and other leading institu- 
tions. Real progress has been made in the field in 
recent years, and more will be achieved in the future. 

But, it may be necessary to go even further in ex- 





ecutive development. In a few companies, for example, 
key executives are given a year’s leave of absence — 
a sabbatical — in order to provide an opportunity for 
a complete change in intellectual activity. The argu- 
ments in favor of this practice are these. First, it al- 
lows an executive to replenish his own “intellectual 
capital.” Second, it provides excellent opportunities 
for junior personnel to be given responsibility during 
the absence of their superiors. In the corporations of 
the future, I am inclined to think that programs of 
this kind may become more common, 


MANAGING SCIENTISTS? 


Third, there is the problem of management of sci- 
entific manpower, especially in industrial research and 
development laboratories. American industry has only 
begun to comprehend the nature and scope of its man- 
agerial problems in this area. The scientist tends to 
resist industry’s concept of “executive authority,” 
and he does not readily accept the goals of the corpo- 
ration. He has his own goals which are scientific in 
nature, and he has been brought up to respect the 
authority of his scientific colleagues rather than the 
authority of corporate managers. 

The managerial system in the research laboratory 
must be a workable compromise between a system of 
“executive authority” and one of “colleague author- 
ity.” Here, I think, industry needs to make a careful 
study of university organization. And above all, it 
needs to discard the notion that scientists are like any 
other group of employees. There is need for very basic 
new thinking in this area, because the well-tried prin- 
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ciples of good personnel administration simply won’t 
work with today’s modern eggheads. 


WHAT KIND OF PLANNING? 


Finally, there is the basic and all-inclusive problem 
of forward manpower planning. As indicated earlier, 
most companies are doing little or nothing about this. 
But very shortly, they will need to appraise their 
future development not merely with reference to 
markets, processes, and financial resources, but also 
in terms of the human resources which will be required. 

Of all economic resources, high-level manpower takes 
the longest time to develop, and thus it demands the 
most careful consideration in planning for the future. 
Yet, today, the criteria governing recruitment of per- 
sonnel from the colleges as well as most of the pro- 
grams of professional and executive training within 
industry fail to reflect much realistic projection of 
tomorrow’s manpower requirements. For the most 
part, companies are preoccupied with their immediate 
requirements and with short-run development proj- 
ects. In long-range manpower planning, most com- 
panies really do not know where they are or whither 
they are tending. And, as a consequence, they are 
baffled over what to do about manpower development 
and confused about how to do it. 

In the future, the really practical approach to man- 
power problems may be the theorizing approach. In 
this age of accelerated innovation, the dreamer may 
be as important as the doer. Certainly, the neglect 
of forward planning is an invitation to future disaster 
in the modern century of science. 








This article, contributed by four careful observers of the marketing process 

(all of them women, naturally), has a great deal of pertinence to the interests of 
executives in the advertising, food, fashion, appliance, and other industries. 

It is reprinted by permission from Dynamic Marketing for a Changing World, 
edited by Robert S. Hancock, and published late last year by the American Marketing 
Association (Chicago, Illinois). 


WOMEN — DO TODAY'S MARKETERS 








REALLY UNDERSTAND THEM? 


Margaret Hickey* 


I don’t think it is the question, “Do we understand 
women?” it is rather, “Do we understand the economic and 
social changes brought about particularly by the revolution 
in the life of the American people, particularly the life of 
women, more far reaching than any other in the century?” 
Many of our great historians have said the first half of the 
20th century will be known for its women’s revolution. These 
changes have brought about living standards making it possi- 
ble for women to live a very rich creative life. Such was not 
possible in the earlier days, only for a few fortunate women 
who were born to wealth and social position. But today 
women, because they work hard (and they have always worked 
hard) enjoy the title of wealth, which makes it possible for 
all of us to be here. We are all recipients of an economy de- 
pendent upon the work, not only of men, but of women in the 
home and now outside the home. Women are getting in there 
pitching to produce the wealth, produce the product, sell the 


*Margaret Hickey, Public Affairs Editor, Ladies’ Home Journal. 


14 


XUM 





product and to market it. Last year 11% million 
women worked part time outside the home. The home 
is depending more and more on a double paycheck. 
Another 23 million women worked hard, full time. It 
is exceedingly important for us to think of women not 
only as the suburban housewife, but as wage earners 
as well. 

Our grandmothers gave all of their love, dignity and 
warmth in the home, but their granddaughters are 
torn between economic demand and home making de- 
mands as they try to maintain the atmosphere of the 
home and as they try to practice the fine art of living. 
It is very important, as technology influences our life, 
that women be recognized. There is no place in the 
world where change is as great as in the home, but 
what is that change doing to some of the fundamental 
things upon which the whole structure depends? 
I think this is a good place for us to start. 

Just as one of you phrased it, “Certainly, there are 
a number of things we assume about women’s work.” 
One of the things that bothers me, though, is that pro- 
fessionals, the marketer and the home economist, come 
from the middle, upper middle economic strata. They 
have little perspective, they say, in applying their 
thoughts and ideas to the mass food market. The 
question then is how do we translate our middle in- 
come and high income ideas into more reasonable 
knowledge about the broad market, about those 
women in the home? 


Esther Foley** 


I will talk of the part of the market which is repre- 
sented by my readers. It is about 52 per cent of the 
country, if you count in those who work for services. 
It is true that most of us who serve the mass market 
are highly educated and sometimes we find it very 
difficult to really find in our hearts whether or not we 
are doing a job for the women of America. There is 
a force in American life which can be called individual- 
ism. If you study statistics, research statistics, with- 
out studying people, you can miss the effect of this 
force. Individualism is the personal life that goes on 
steadily underneath the cloak of conventional adapta- 
tion to the business of making a living. It is the shar- 
ing of this personal life between neighbors, family 
members, relatives and craftsmen, which makes it so 
difficult for one group to force its will on another. 
Only when you take time out to observe the inner life 
of a group separate from your own does this difficulty 
become real enough so that it affects your attitude 
toward communications. 


**Esther Foley, Home Service Director, Macfadden Publications, Inc. 
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I have gone all around the country. This is a woman, 
a home economist, who has tried to solve the problem 
and talked individually, personally, to her readers. 
As I said before, they belong to the wage-earning 
group, either as a worker, or as women who run fam- 
ilies for wage earners. I am struck — and this is di- 
rectly after 11 or 12 years of doing this — with the 
persistance of two characteristics which I feel some- 
times you do not properly interpret. If you acknowl- 
edge them, perhaps they might have effect, not on 
your research, but on the interpretation of your re- 
search. 

The first is a very simple thing — the matter of 
time — past, present and future. How does the mass 
market, the wage-earner segment of the society, feel 
about it? My readers react only today and tomorrow. 
Neither history nor forecast has any effect on them at 
all. I talked to a young housewife in Virginia who had 
just bought.a new freezer. She had other good equip- 
ment in her kitchen and as we passed the range, I 
touched it and said, “How nice!” She looked at me 
to see if I was teasing. Then she said: “That old 
thing? It was here when we bought the house. Why, 
it must be ten years old!” Now, personally, I feel that 
a range 10 years old is just broken in, but 10 years 
ago this girl was 11 or 12 years old, and so much had 
happened to her since that to her the range was as 
old as Methusala. I could document many tales of 
this sort for you, but they all go to point to the fact 
than a span of about four years is the span of active 
buying interest in today’s young wage earner. Let me 
explain the four years. Say a couple marry and she 
is 17. She could be anything from 18 to 20; however, 
take the 17 year old. The first year is spent establish- 
ing a way of life and making a baby. The next year is 
spent trying to maintain the way of life with the baby. 
The third year is spent adjusting to the economic 
changes the baby made necessary . . . changes often 
great enough to take in the fact of the next child. 
The fourth year accepts the changes and the family 
unit builds as strongly as possible all safeguards 
against loss, but there is no thought of an expanding 
future. Today and tomorrow are the important time 
elements when you talk about my wage-earning group. 

The second characteristic of the wage earner — she 
is always susceptible to leadership and authority. I 
found this, and I think I found this so strongly that 
I can mention it today. There are areas in which a 
man works and there are areas in which he does not 
work. I have noticed that you cannot command a 
woman in the area of food or children’s care. You can 
comment, sustain, suggest, report, explain, but an in- 








“If you put out a laundry product that claims more than 
it does, she is not going to like you one little bit.” 


nate quality tells her she alone is directly responsible 
for her home and family and it makes it impossible to 
command her successfully. 

I have noticed that you can command her in the 
areas of beauty, social culture, etiquette, hygiene, 
laundry methods, household or housekeeping sched- 
ules, and she is glad of the support that command 
gives. The division that marks off the two areas where 
the command type of approach will and will not work 
can be made visible, I feel, by answering one question: 
Is the issue involved selfless or selfish? If selfless, you 
cannot command. If selfish, command away. 

Miss Hickey: May I interrupt Miss Foley. I wish 
you would expand a little bit. I think that is a won- 
derful idea. It goes to some of these intangibles we 
all have trouble trying to get into. Would you com- 
ment a little bit more on the character of the experi- 
ence that a woman has and how that influences their 
buying? 

Miss Fotey: It is a little difficult to answer that 
in detail, but I can tell you some things in general 
that I have noticed. Some of them were for all women, 
but I want to remind you now that I am talking only 
of the group I know. In addition to the matter of 
timing, as well as the matter of command, you can 
best appeal to my group if you do so knowing this 
first: that housework is apt to be a lonely job, and 
that women enliven it in any way they acceptably can. 

They love to shop. They love to poke around. With- 
out ruining the budget, they can buy and experiment 
with any food product and they do. Unless it fits a 
need, they don’t buy it again. That is why a spurt of 
sales is often followed by a sudden drop. The term 
built-in maid service is of doubtful value. My readers 
never had a maid and probably have been maids, and 
the feeling of being hitched up with something like 
that, they wouldn’t buy. They buy for curiosity or 
to see if your product is by any chance a miracle. They 
will sometimes continue to buy and finally buy it fre- 
quently. The best is none too good for them. They 
have a frame of mind, a pressure of expectancy. You 
can give them a miracle and in a day or two, well —. 

No matter how many ready-made products you put 
on the market, my reader will never be a ready-made 
housewife. They will spend some time each day mak- 
ing at least one or two dishes from scratch. First, to 
please the man or benefit some member of the family. 
Second, to stretch themselves mentally, because they 


can find excitement that way, where selfish investment 
of effort is mandatory. 

Miss Hickey: We have to pursue Miss Foley a 
little more when we have the home situation. Let’s 
pick up some of the questions now. One questioner 
says: “Have women lost confidence in advertising 
due to the fact that advertising says possibly some 
things that mislead them?” And you might turn that 
another way: In that way can we make advertising 
more helpful, more useful? 

Miss FoLEy: Women basically have an awful lot of 
common sense. It is terribly difficult to fool them, 
really. That is what I think. First, that laundry 
products that claim more than they deliver are the 
bairn of her life. She would dearly love to depend on 
them, and of course, she can’t actually blame you for 
that. It has got to do with the machine and water. 
It has to do with where her husband works. If you put 
out a laundry product that claims more than it does, 
she is not going to like you one little bit. Why make 
cereals that look like candy if the children are sup- 
posed to eat them with milk and sugar for break- 
fast? The children pick them out! When she sees 
them in an advertisement that looks like a popcorn 
ball instead of being served with milk and sugar for 
breakfast, she doesn’t like it. 

What about cosmetics that have medical appeal, 
such as tooth paste or mouth wash? If it is medicine 
she wants it straight from the shoulder or she wants 
a cleaner. She doesn’t want to be mixed up between 
sex appeal and tooth paste. 

If you want to know what she likes and what she 
responds to — she responds to food ads that seem to 
be editorial. I don’t mean copy of editorial approach. 
I mean single appeal copy. She doesn’t like things all 
mixed up for she feels as if she is choking underneath 
the paper. Everything must be separate and individ- 
ual. This is what she considers editorial. She gets 
foods all mixed up when the editorial says: this is 
good for your beauty and loveliness. But products 
in lovely ads, these they think are wonderful. She 
dearly loves baby food ads, food, medicine, powder or 
anything that really gives a service such as, “I will 
show you here how to feed a child.” 

Show her what is wrong with the child when some- 
thing happens. If the baby is sweet, not too beautiful, 
cuddly and healthy and sweet — these are the things 
she goes for. 
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Betty Jane Stearns + 


First of all, understanding is almost always a two- 
way street. So, before we discuss whether marketers 
understand women — we probably ought to have some 
thoughts on whether women want marketers to under- 
stand them. Whether the man involved is a marketer, 
or a scientist, a poet, or even just a husband — I 
think women want very badly to be understood — 
not pigeon-holed, or patronized, but simply under- 
stood. This has always been true, but until the turn 
of the 20th century, women were not prone to admit it. 
For centuries, misunderstanding by a kind of tacit ap- 
proval has been a delightful myth, cherished by 
generation after generation of both men and women. 
Because, of course, not being understood implies both 
mystery and fascination. We all know the lure of a 
mystery. 

In the midst of all this charming contradiction, 
women went on the march for votes, and for equal 
opportunity, and all this implied they wanted to be 
understood in a new light. Women shortened their 
skirts, and loosened their corsets, and with a great 
assist from Freud, tongues were loosened too. Pretty 
soon everybody was understanding all kinds of things 
out loud, and in print. 

We have now had three decades of understanding 
— capitalized and underlined — from Kinsey to Mead, 
from “What Makes Women Buy” to life before cock- 
tails in Exurbia. Today, the advertising man who 
might hint that he didn’t understand women would be 
dropping one of the most important intellectual status 
symbols of his profession. 

The seven veils have been swept aside by the intrepid 
men of research. You have penetrated the kitchens, 
the living room, the church group, the automobile, and 
even the bedroom. You have observed the species 
female Americanus 20th century. You have observed 
her clinically, analyzed her emotionally, and pegged 
her statistically. There is lots of understanding in the 
air, but, understanding does not exist in limbo. Under- 
standing has to be implicit in everything you do. It 
has to be communicated before it means anything to 
women. 

We all have a tendency perhaps to fall into certain 
communication generalizations, or cliches, when it 
comes to talking to women. You know, they say that 
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understanding comes and goes, but cliches live on 
forever. I have picked up five cliches about ways to 
communicate with women. They may appear in adver- 
tising or editorial material on television, or in print. 
The carrier doesn’t make very much difference. Let’s 
call them five feminine fallacies, and see if you would 
agree with my complaints. 

Fallacy No. 1. Sex and fashion are sure-fire ap- 
proaches to women, and are particularly effective in 
arousing attention and empathy for products that are 
not necessarily considered feminine. For example, do 
you know a leading association of manufacturers, or 
food producers — from the Cotton Council to the Dill 
Pickle Growers Association that hasn’t felt compelled 
to pick a queen to reign over their convention? Usually 
it’s a buxom lass, pictured in a bathing suit, decked out 
with a red ribbon, and surrounded with beaming execu- 
tives. The traditional reason for naming a queen is to 
get newspaper publicity and we must assume the 
reason for the newspaper publicity is to arouse interest 
in cotton or pickles, as well as to call attention to the 
convention itself. 

As a woman, I find this kind of news offensive. I 
buy most of the pickles and the cotton, and this female 
symbol of the plush world has almost a negative con- 
notation. She implies convention antics, and a lack of 
seriousness about the product, and a complete lack of 
understanding of what might really interest women 
about pickles or cotton. As a public relations counse- 
lor, I am unimpressed if the photo lands on page one. 
Attention does not equate with sales. 

Secondly, the mention of fashion seems no guarantee 
of a breathless female audience. Yes, women do like 
to look at clothes — but at the right time, and in the 
right way. I am not convinced that fashion shows, as 
they have been given to date on television, either 
inspire more interest in fashion, or effectively com- 
municate fashion news, or benefit the sponsor. 
Perhaps a more creative approach would do all these 
things — but so far this has not been the case. 

Fashion has become a kind of cliche for building an 
image or upgrading the product. In spite of the fact 
that fashion magazines regularly use new cars as 
photographic backgrounds, the combination has al- 
ways seemed a little unreal. But this abstraction is 
far more acceptable in Vogue than on television, where 
the automotive manufacturers have often tried the 
fashion by association approach. I think we ought 


“I have yet to see a fashion show on television that shows 
clothes women can ... shop in, or clean house in.” 
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to face the fact that women do not generally drive 
automobiles in evening dress — and furthermore that 
after the senior prem, most women never put on an 
evening dress. Mother in evening dress and father in 
his sport shirt would look pretty silly at the barbeque 
down the block. I have yet to see a fashion show on 
television that shows clothes women can, and do, drive 
their cars in, shop in, or clean house in. 

The women of fire and the woman of fashion can, 
and do symbolize some products very effectively. Both 
are currently suffering from exhaustion at the same 
stand, and from our failure to explore new, perhaps 
less obvious ways, in which both could be used. 

Fallacy No. 2. All women have a language that is 
known as “girl talk”, which implies expertness in such 
subjects as cooking, cosmetics, and the latest jewelry, 
how to run a washing machine, and how to tell dacron 
from nylon. In my experience there are all kinds of 
women — smart and dumb, quick and slow, experi- 
enced and naive — but all of them have a common 
thirst for down-to-earth facts. Don’t assume that 
being a woman means being an expert at interpreting 
recipes — anymore than being a man means you can 
fix a broken light cord. Advertising, articles, instruc- 
tion booklets, and recipes should be clear pieces of 
communication which realistically state facts and 
procedures. Don’t be simple-minded, just be clear and 
be logical when you are given information. You can’t 
reach a woman’s subconscious unless you have first 
engaged her conscious. 

Fallacy No. 3. All women will “go” for something 
new, if it’s importance and rightness is authoritatively 
established. There is a great difference in the accept- 
ance rate of new products. The sale of a new detergent 
is not to be equated with the sale of a dress or an 
appliance. And to further complicate the matter, the 
amount of editorial space devoted to a new trend or 
product has little to do with its final acceptance. 

Even seasoned merchandisers make mistakes in sit- 
uations where you might suppose intuition, if nothing 
else, should warn them. Here, for an example, is a 
brief review of an extraordinary mistake. You will, I 
am sure remember the introduction of the chemise 
some two years ago. You remember the hues and cries 
in the newspapers and magazines and the frantic pace 
at which French styles were copied and put on the 
market. And you may remember the round of con- 
gratulations about how lucky the mass market has 
become with only a two or three week wait before the 
latest fashion is available in Kalamazoo. A few ven- 
turesome women bought the chemise—the rest 
wavered. On the heels of the chemise two or three 
other important silhouettes appeared. Together, all 





three of them died, in less than a year. The rise and 
fall of the chemise caused the bankruptcy of several 
New York dress manufacturers, and was a sore 
merchandising episode in big and little stores through- 
out the country. 

Now, the interesting point about this story is that 
the chemise is back again, although not under the same 
name. I believe we are calling it the relaxed sheath 
this season — but in silhouette it has returned. Fast 
distribution and rapid obsolescence, the twin idols of 
the marketing world, can apparently smile or frown on 
the fortunes of a product. This should be a sobering 
thought for us all. 

We should remember that there is a great deal at 
stake when a woman decides to buy somthing new 
— particularly something new for herself or her home 
—and something that will show. Most women are 
not entirely sure of themselves when it comes to 
picking clothes or accessories, or when it comes to 
selecting a new sofa, or chair for the living room. A 
woman worries about her taste, about how the new 
purchase will “go” with the rest of her things, about 
what her husband, and her family, and her friends will 
think. If you hope to sell her, you must build her 
confidence on many levels. 

Fallacy No. 4. Like the familiar cartoon character, 
women are always ready to spend money. Their dis- 
cretionary dollars (after food and other necessities 
have been purchased) are never questioned by the 
husband, except perhaps for the purchase of a new 
hat, which is a mutually amusing situation. Women 
seem to spend discretionary dollars in certain pre- 
determined patterns — patterns which are clues, in 
effect, to the values of the household. No matter how 
appealing the candlelit dinner table may look in 
“House Beautiful,” the housewife won’t go out and buy 
so much as one candle if she thinks her husband hates 
a dim light when he eats and doesn’t like “fuss” at 
dinner time. 

Women do not live in a world alone, happily clipping 
coupons after breakfast as they plan their shopping 
spree for the day. They have trouble convincing their 
husbands certain purchases are valid. They must 
develop a sixth sense for the propitious moment to 
bring up the replacement of an item that seems time- 
less to the bread-winner in the house. They need a 
good reason for a new purchase. And, could it be that 
they suffer somewhat in their ability to “swing” a buy- 
ing decision, because advertising is often so narrowly 
directed? Is there such a thing as an ad that would 
appeal to him and her? I know that public relations 
approaches tend more and more to involve masculine 
interests in feminine products, and I can’t help but 
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“You can’t reach a woman’s subconscious unless you first 


engage her conscious.” 


think this will result in a more favorable buying 
climate. 

Fallacy No.5. Only a homemaker will be interested 
in a new recipe, and only a career girl will spend money 
on a fur neckpiece. Women, in general, couldn’t care 
less about automobile mufflers. In trying to appeal 
to such broad audiences, and perhaps hopefully think- 
ing that every girl is a homemaker underneath, 
advertisers assume too much. If you think you have a 
buyer type for your product, don’t carry this image 
clutched to your heart forever. You may find that the 
woman who works has a great interest in new recipes, 
that she doesn’t necessarily dream of herself wearing a 
house dress, and that she would jolly well like to know 
how long her car muffler is going to last. Keep an open 
mind about your feminine market, and never assume 
you know it all. 

Maybe that’s fallacy number six, or suggestion num- 
ber one. More research, and broader research. There’s 
still so much we don’t know about women and the way 
they feel about the lives they lead and the products 
they buy. Understanding is a relationship that de- 
pends on being everlastingly curious. 

Miss Hickey: I want to thank you, Miss Stearns, 
for introducing the husband. Where do women 
really begin to seek and accept the advice of 
their husband? In what areas do women actually have 
to expect brand choices and desires from their hus- 
bands? What product groups do they feel their 
husbands have an interest in without qualified knowl- 
edge? Conversely, in what areas do they feel their 
husbands have considerable knowledge but not enough 
interest? 

Miss STEARNS: I am afraid, before I answer, 
that I should qualify myself and say, I have not a 
husband so it is easy to answer. I would say at least, 
not from personal experience, when the dollar tag on 
the product gets high enough that the husband feels 
he should have something to say about this expendi- 
ture. I don’t understand what the product continuum 
is exactly, but I think husbands are men in general 
who have certain opinions about things regardless of 
the price in certain areas. In certain areas, they just 
don’t like certain things. Some men can’t stand paper 
napkins. Generally speaking, when the price is above 


$10.00, whether a housewife likes it or not, her hus- 
band is going to have something to say about it sooner 
or later. 

Miss Hickey: Why are women uncertain when 
buying for themselves or for the house? Are they? 
They are very sure when buying for their husbands. 

Miss STEARNS: That is because they are around to 
say the purchase is fine. When they buy it for them- 
selves, they are never sure what the reaction will be, 
you see. 

Miss Hickey: One more before we go to our 
next speaker. Do you have any particular gripes about 
the ways in which products for home users are pack- 
aged and designed? 

Miss STEARNS: My feeling is that most package 
designers don’t know women have fingernails, when 
actually, the case is that women spend a fantastic 
amount of time trying to grow and care for their 
fingernails. Most packages-are designed to break 
fingernails; if not break them, then they dirty them 
in one way or another. I usually have five fingernails 
full of cheese when I attempt to open cheese packages, 
and cheese is the worst packaged food product I have 
ever run across. You cannot get cheese out of those 
little foil packages without absolutely ripping them 
with your fingers. My other gripe — one of the other 
questions sent in — “Do you have any objection about 
the nameplate, or the instruction panel or the opera- 
tion panel of appliances?” I would like to say, we have 
just gotten a new range which looks as if it ought to 
fly instead of stay on the ground. These instrument 
panels are fantastic, and some things in them I do not 
understand how to operate. Somebody ought to con- 
duct some research on the level of reading in in- 
struction booklets. You assume too much. I read an 
article recently that manufacturers complained that 
women do not read instruction booklets. You are not 
writing what they understand in the instruction 
booklet. In the first place, if they don’t read them, 
maybe the product should be simple enough so they 
don’t particularly need to read the instruction book- 
lets. 

One person in the audience has asked: Are women 
understandable? Well, are people understandable? We 
come again to another generalization in this whole 
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process: human relations. Do we develop maybe so 
many standards, measures and procedures that we 
minimize judgment and especially feminine judgment. 
The quality of women’s judgment or intuition, as we 
have pointed out, is tempered by a very important 
thing; something beyond the slide rule, the norm, and 
cold statistics is essential. 


Alberta Burke t 


It takes a smart marketer today to analyze women’s 
viewpoints and come up with the correct conclusion. 
Women are unable to classify their opinions in a simple 
yes-or-no answer. So, to understand women, the 
marketer must explore both sides of the question and 
listen to her reasons. Women can feel strongly positive, 
strongly negative, or strongly neutral about a product. 
And there are women who do not feel strongly one way 
or the other even when forced to a decision. Sometimes 
the right answer is “maybe.” 

We can answer the question by saying, yes, success- 
ful marketers understand women because they leave 
nothing to chance or to masculine conclusion, and they 
never stop trying to understand women better. 

On the other hand, many intelligent marketing men 
still don’t understand women, and they are still trying 
to force their products onto women by making extrava- 
gant and ridiculous claims which women don’t believe. 
They stop short of giving her the perfect product, 
because they won’t try to find out just what the women 
dislike about their product. If they try, they are miss- 
ing it in many instances. Women may buy your 
product because they need a product in that category. 
But you’d better find out if they are satisfied, or your 
competitor, the clever marketer, will find out and get 
her next time. 

When marketing research, or interviewing women, 
was in its infancy, most marketing or advertising men 
looked upon it as a means of proving their point or 
proving the theme for advertising presentations. They 
were salesmen, advertising writers, who knew the use 
of the power of suggestion. They sawno reason why 
questions couldn’t be worded to bring the results 
they wanted. This, of course, was not real research. 
In those days, after being convinced by housewives 
that we had nothing to sell and getting them to think 
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and talk, it was irritating and discouraging to present 
the results to the man who would tell you, “You’ve 
missed the point. Our job is to sell the client’s product, 
not to criticize it.” All, of course, were not like this 
man. We had to learn by trial and error how to talk to 
and question women to really understand them. 

The good research man, who would carefully gather 
useful data about women, still had a big hurdle ahead 
of him. He had to convince the executive higher up, 
who was inclined to overlook this information as a tool 
on which to base his decisions. How well I remember 
the man, whom I shall call Yesterday’s Marketing 
Executive, being confronted with research which 
showed that his product deteriorated in taste as it 
aged. He said, “They don’t know what they are talk- 
ing about; my wife and I think it’s delicious.” 

By questioning women, and bringing the results 
to marketing men, we’ve had both rewarding and 
discouraging experiences. We’ve seen new products 
developed and old ones improved by following the 
reports of “what women said.” We have seen new 
packages improved, appliances corrected, and adver- 
tisements of all types corrected to reach women and 
tell them what they want to know about products. We 
have seen advertising in all media educate housewives 
in better homemaking. We’ve seen good products die 
when a little change would make them desirable. We 
have seen some products not even get a good start 
because the marketers didn’t understand women. We 
have never done a study with the guarantee to prove 
a point. We have, I am afraid, upset advertising 
campaigns, production engineers, and inventors of new 
products, and at least warned many who failed to heed 
the “voice of the women.” 

We would like to pass along a story. We would like 
to reminisce about a Burke Marketing Research. We 
call it the “Story of the Red Refrigerator.” The re- 
frigerator manufacturer, not now in business, ap- 
proached us for a survey. They made it quite clear 
that they didn’t need this survey to help them under- 
stand women. They already knew what the women 
wanted. Their designers and color consultants had 
told them that, but they did want us to show these 
refrigerators to some groups of women, so that the 
comments of the women who would like their product 
could be used in convincing their distributor and dealer 
organization that this new product would have great 
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acceptance by the housewife. Apparently, some of 
their distributors had questioned the red color of the 
evaporator door, so they needed this evidence to show 
that this was what the housewife really wanted. We 
showed this refrigerator, along with others, to women 
of all ages and social strata. We measured their 
immediate reactions by the use of instantaneous 
electrical recording equipment. We measured their 
considered opinions with the use of questionaires. 
Then the meetings were opened for group discussions 
which were tape recorded for playback to the execu- 
tives who would need this information. 

The first group discussions caused more consterna- 
tion than the U-2 flights. When the women were given 
a chance to talk, they talked, and how they talked! 
They exploded the nice theory about red being the 
color for the kitchen that season. Sure, they like 
touches of red in some places in their kitchen, but not 
in the refrigerator. This red was a “hot” color, and 
they didn’t want it anywhere in or on the refrigerator. 
And besides, they didn’t like the design of the evapo- 
rator door. It was too hard to clean. There were other 
things they didn’t like too. And there were things they 
wanted in a refrigerator and they wanted to know why 
they couldn’t have them. And so it went, session after 
session, with all kinds of women. The men were flab- 
bergasted. They went back to their offices and they 
sent back other men from various levels in the com- 
pany. There were designers and production men. They 
came in looking skeptical; and they went out sadder, 
but enlightened, and understanding women a little 
better. So ends my story of the red refrigerator, and 
so ended the red refrigerator itself! 

Since that time, a steady stream of executives have 
come through our laboratory where they have been 
able to watch consumers turn knobs, open doors, use 
pots and pans, eat foods, rip and pull at materials, 
laugh and frown at greeting cards, and discuss various 
household problems — even the proverbial kitchen 
sink. Men have come away from these group discus- 
sions, feeling that they understand women a little 
better. We only wish that executives could find the 
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time to get out of their narrow social environments 
more often, and spend a little time actually visiting 
with housewives in all the socio-economic groups, 
listening to them talk about their products. It is an 
experience which gives life to the statistics, and thus 
we feel sharpens the executive’s ability to make the 
right decisions. 

Today’s marketers have learned from the mistakes 
of yesterday’s marketer. Tomorrow’s marketer must 
be even more aware of changes, because women have 
changed. They no longer are satisfied with things as 
their mothers had them. They’ve become so ac- 
customed to having improved products, they feel that 
they should be perfect. They will continue to think 
of modifications and changes in the things they use and 
want. Just as it is important for executives to get 
together at a conference such as this to exchange 
thoughts and experiences, it is equally important for 
the executive to get together with his most important 
customer, the American housewife, and find out what 
she thinks. Having done this once or twice in the past 
isn’t enough today, because yesterday’s products aren’t 
good enough for the woman of today, and today’s 
products won’t be good enough for her tomorow. 

Miss Hickey: Let’s ask very quickly some spe- 
cific questions. What function do you feel is the 
most important in the control panel of an appliance: 
accessibility, simplicity, understandability, safety, 
cleanability or serviceability? 

Miss Burke: That is not the kind of question 
that should be put to a woman because I think all of 
them are equally important and that is the mistake 
we make. Let the people tell us. They want us to rate 
the one most important factor. I wouldn’t want to 
sell my appliances without any one of them. It is 
just one little thing that turns a woman to hate your 
product. If it is an appliance in which she put a good 
deal of money, she hates it every time she uses it. If 
she can’t read it, or if it lacks accessibility, she doesn’t 
like it. There is no reason you should short your 
product on any one of those points. 


“They've become so accustomed to having im proved prod- 
ucts, they feel that they should be perfect.” 








If all the talk about return-on-investment techniques bewilders you at times (as well 
it might), this article by HBS Professor Robert Anthony should help you to cut 
through the confusion — and catch up with the current crop of M.B.A.’s. 


SOME FALLACIES IN FIGURING 








RETURN ON INVESTMENT 


By Robert N. Anthony 


We have come a long way since 1947 when N.A.A. discus- 
sion forum material was illustrated by a replacement cost 
problem solution in which the annual accounting costs associ- 
ated with the present machine, including its depreciation, were 
compared with the annual accounting costs of using the new 
equipment. I doubt that anyone would argue today that book 
depreciation on the existing equipment should be taken into 
account in an investment decision, except as it affects income 
tax calculations; we would all agree it is the cash associated 
with the proposition that is the crucial fact. And most of us 
would now agree that a problem of this type cannot be solved 
without taking into account the time value of money. But it 
is almost inevitable that, when a technique gains widespread 
acceptance over a time as short as five or six years, problems 
and misuses creep in. Some of these problems and misuses in 
current practices in computing return on investment form the 
subject matter of this article. 


Reprinted by permission from the N.A.A. Bulletin, December 1960, published by the National Association of Accountants. 
The present version contains additions and minor changes made by the author. 
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BASIC CONCEPT OF RETURN ON INVESTMENT 


Let us start with a statement of precisely what is 
meant by the term, “return on investment,” because 
much of the disagreement as to the best way of ana- 
lyzing problems arises from implicit differences in the 
way this term is used or interpreted by various people. 

Everyone would agree that, if Company A lends 
someone $1,000, receives $80 interest a year for five 
years (or indeed for any number of years), and at the 
end of that time receives back the $1,000, the company 
has earned a return of 8 percent. Each year it has 
earned 8 percent on the money at risk that year. This 
can be calculated either by the simple process of 
dividing $1,000 into $80 or by finding the rate at 
which the future payments have to be discounted in 
order to equate their present value to the initial 
$1,000. This concept — that return on investment is 
the rate earned on the funds at risk each year — is 
basic and underlies all the later calculations. 

But in the typical business investment in a new 
machine or in the assets required to launch a new 
product, the investment is not paid back at the end of 
time period; therefore, the stream of annual earnings 
must be large enough both to provide for profit and 
to recoup the investment itself. This is so because, 
unless the investment consists entirely of land or of 
working capital, we cannot expect to recover the in- 
vestment at the end of the project as in the case of a 
simple loan. Nevertheless, the return on this invest- 
ment can be cajculated by the same technique; that 
is, by finding the discount rate that equates the 
present value of the stream of earnings to the invest- 
ment. This technique automatically takes into ac- 
count the recouping of the investment. 


Return on Investment Calculation 


Earnings in 8% Discount 


Year that year Factor’ Present Value 
(a) (b) (a x b) 
1 $250 0.926 232 
2 250 0.857 214 
3 250 0.794 198 
4 250 0.735 184 
5 250 0.681 170 
Total Present Value $998 
Proof: 
Return at 8% Balance, to Investment 
Total of Investment Apply Against Outstanding 
Year Earnings Outstanding nvestment End of Year 
(a) (b) ec = (a—b) (d) 
0 | oe , ee S.. $1,000 
1 250 80 170 830 
2 250 66 184 646 
3 250 52 198 448 
4 250 36 214 234 
5 250 19 231 3* 
*Due to rounding 
EXHIBIT 1 
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Exhibit 1 shows such a calculation for an investment 
of $1,000 with anticipated cash earnings of $250 a year 
for five years but no residual value. (Income taxes are 
ignored in the interest of keeping the numbers simple.) 
By a trial of various discount rates, we discover that 
the present value of the five $250 payments equals 
$1,000 when discounted at a rate of eight percent. 
The return is, therefore, eight percent. The proof of 
this fact is given as part of the exhibit. 

There is absolutely no other way of obtaining this 
return; we must take the present value of the future 
payments into account in order to find the true return 
or, as it is coming to be known, the time-adjusted 
return. 

There are three other possibilities: 

a. Payback. The payback period is four years 
($1,000 — $250), and the reciprocal of the payback is 
1 — 4, or 25%. This is not the correct return. 

b. Accounting return on original investment. This is 
net income (which is earnings less depreciation) divided 
by the investment, or ($250 - $200) — $1,000 = 5%. 
The return computed by this method always is lower 
than the true return, which we know in this case to 
be 8%. 

c. Accounting return on average investment. This is 
net income divided by one half the investment, or 
$50 — $500 = 10%. The return computed by this 
method is always too high. 

In the remainder of this article some of the fallacies 
that have grown up around the basic idea of time- 
adjusted return will be discussed. 


FIRST FALLACY: IGNORING INCOME TAXES 


The first fallacy is that of ignoring income taxes. It 
is sometimes said that, since income taxes take ap- 
proximately 50 percent of profit, the return after taxes 
equals 50 percent of the return before taxes. Modi- 
fying the illustration just used to recognize taxes shows 
that this is not so: 


Annual earnings before taxes $250 
Depreciation 200 
Net income subject to tax 50 
Tax at 50% 25 

Net income after tax 25 
plus depreciation 200 
Cash earnings after tax $225 


Depreciation shields the cash earnings from the full 
impact of the income tax and cuts the earnings — not 
in half but only by some considerably lesser amount. 








In this case, the after-tax earnings would figure out 
to somewhat more than four percent. When we realize 
the necessity of taking into account the effect of ac- 
celerated depreciation, of gains or losses on the sale 
of existing equipment and other tax considerations, 
we see that there can be no simple relationship be- 
tween the pre-tax and the after-tax return. The only 
safe procedure is to figure the effect of taxes in each 
case. We will leave the matter of income tax with this 
brief mention. In the interest of simplicity, income 
tax calculations are ignored in the examples used in 
illustrating other points. 


SECOND FALLACY: PRESENT VALUE IS TOO COMPLICATED 


The second fallacy, and a much more important one 
as a practical matter, is the belief that present value 
techniques are too complicated to be of use to the 
businessman. Some authors still consider it “complex 
and difficult” or advise the practical businessman to 
use a more “feasible” method, ie. the accounting 
return. 

To me, this advice completely disregards the realities 
of the work involved in various phases of analyzing a 
proposed investment. The tough part of such an an- 
alysis is always the collection of the underlying esti- 
mates. The analyst must make these estimates 
whether or not he uses present value techniques to 
put the numbers together at the final stage of the 
calculation. The problem of making good estimates 
is in no way peculiar to the present value approach. 
However, the present value technique does require a 
little more time in putting the figures together, per- 
haps a minute or two in some situations, an hour or 
two for a very complicated major expansion program. 
Nevertheless, if by spending a few extra minutes or 
hours, we can improve considerably the validity of the 
figures on which an important decision must be based, 
figures that may have required dozens or hundreds of 
man-hours to assemble, it seems worth doing. 

To emphasize the insignificance of the extra time 
required, let me illustrate a short cut which can be 
used in any situation where the stream of earnings is 
relatively level. Simply take the earnings and divide 
them into the investment (in our example — $1,000 
+ $250 = 4). Then, using a present value table, like 
the one a portion of which is shown in Exhibit 2, run 
along the row of figures according to the period of time 
the project is expected to last, in this case, 5 years. 
Stop at the number closest to 4. The heading of this 
column indicates the return on the investment, 8 
percent. 

When flows are uneven, this method will not work, 
but it only takes a few minutes more, and never more 
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PRESENT VALUE OF $1 RECEIVED ANNUALLY FOR N YEARS 

Year: 

(N) 1% 2% 4% 6% 8% 10% 12% 14% 15% 16% 18% 
1 .990 .980 .962 .943 .926 .909 .893 .877 .870 .862 .847 
2 1.970 1.942 1.886 1.833 1.783 1.736 1.690 1.647 1.626 1.605 1.566 
3 2.941 2.884 2.775 2.673 2.577 2.487 2.402 2.322 2.283 2.246 2.174 
4 3.902 3.808 3.630 3.465 2 3.170 3.037 2.914 2.855 2.798 2.690 
5 4.853 4.173 4.452 4.212 (3.993) 3.791 3.605 3.433 3.352 3.274 3.127 
6 5.795 5.601 5.242 4.917 4.623 4.355 4.111 3.889 3.784 3.685 3.498 
7 6.728 6.472 6.002 5.582 5.206 4.868 4.564 4.288 4.160 4.039 3.812 
8 7.652 7.325 6.733 6.210 5.747 5.335 4.968 4.639 4.487 4.344 4.078 
9 8.566 8.162 7.435 6.802 6.247 5.759 5.328 4.946 4.472 4.607 4.303 
10 9.471 8.983 8.111 7.360 6.710 6.145 5.650 5.216 5.019 4.833 4.494 
11 10.368 9.787 8.760 7.887 7.139 6.495 5.928 5.453 5.234 5.029 4.656 
12 11.255 10.575 9.385 8.384 7.536 6.814 6.194 5.660 5.421 5.197 4.793 
13 12.134 11.348 9.986 8.853 7.904 7.103 6.424 5.842 5.583 5.342 

14 13.004 12.106 10.563 9.295 7.367 6.628 6.002 5.724 5.468 








EXHIBIT 2 


than three trials, to find the true return in such cases, 
to the nearest percent. There is no point in these 
problems in coming any closer than the nearest per- 
cent, since the underlying estimates are not that good. 


THIRD FALLACY: THE HIGHER THE RETURN, 
THE BETTER THE PROJECT 

The third fallacy is much more subtle. The return 
computed in Exhibit I is indeed the true return. One 
might think that the higher this return, the better the 
project. In most cases this is true but there are some 
important exceptions. Let us rule out all the unmeas- 
ured factors, the intangibles that must be taken into 
account and that as a practical matter are extremely 
important in choosing investment projects, and focus 
only on the numbers. 





The High Return Project 
Is Not Necessarily Better 
A B 

Investment $1,000 $1,000 
Annual earnings 1,200 300 
Life 1 year 5 years 
Return on Investment 20% 15% 
Profitability at 10% $1,091 $1,137 
Profitability index 1.09 1.14 











EXHIBIT 3 


Exhibit 3 shows two projects, each requiring an in- 
vestment of $1,000. Project A will earn $1,200 for one 
year and Project B will earn $300 for each of five 
years. A computation of the time-adjusted return on 
these two projects would show a return of 20 percent 
for Project A and 15 percent for Project B. But 
Project A is not necessarily better than Project B. It 
all depends on what the company can do with the 
funds released from Project A at the end of its life, 
i.e., at the end of one year. If no very good oppor- 
tunities for investment will exist at that time, Product 
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B may be more desirable because the funds are tied 
up for a longer time and earn a quite satisfactory re- 
turn over the whole of the longer period. 

There is a simple method for solving the problem. 
We call it the profitability method, because this was 
the term given to it by Bell Telephone Company en- 
gineers several years ago. It involves discounting the 
stream of earnings at the rate the company can 
reasonably expect to earn on future investments. As- 
suming this expected earnings rate to be 10 percent, 
the present values turn out to be $1,091 in Project A 
and $1,137 in Project B. The profitability index is 
found by dividing the present value of the earnings 
by the investment, $1,000. The result shows that, 
despite its lower return on investment, Project B, with 
an index of 1.14, is better than Project A, with an 
index of 1.09. This is a valid conclusion. 

The problem illustrated above arises whenever two 
projects with different lives, or with the same lives but 
different patterns of earnings, are being compared with 
each other. These situations cannot be safely judged 
on the basis of return on investment. In all except a 
few highly unusual circumstances, the profitability 
index method will accurately signal which of them is 
better. However it should always be remembered that 
we are talking about only those aspects of the problem 
that are reduced to measurable terms. Of course, the 
problem does not arise at all if the two projects are not 
competing with each other; if the company can do 
both projects and if it expects to earn 10 percent on 
the average, it should do both. 


FOURTH FALLACY: LEASING IS ALWAYS ADVANTAGEOUS 


Let us now consider some common statements about 
leasing: 


Leasing frees working capital for other uses. 

Leasing keeps available an unused line of borrowing 
power. 

Leasing has tax advantages. 

Leasing protects you from the risk of obsolescence. 

We are in the —_ business, not the real estate (or 
data processing, or automobile operating) business. 

Leasing is more expensive than debt. 

A lease has junior status in reorganizations. 





Each of these statements contains a fallacy or, at 
best, a half truth. Rather than discuss them one at a 
time, I shall try to put these and similar arguments 
into a common frame of reference. 

First of all, it is absolutely impossible to talk about 
leasing in general. There are at least three types of 
lease arrangements, each so different from the other 
that quite different kinds of thinking are required. 
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There is, first, the agreement that is intended primarily 
to provide service which, as a practical matter, the 
lessee cannot obtain in any other way. The person 
who rents an automobile for a few hours is not faced 
with a buy-or-rent decision, nor ordinarily is the 
company which rents office space in a downtown office 
building. These situations are not investment prob- 
lems at all; the only question is whether the service 
provided is worth what it costs. 

The second main type of lease is the short-term lease 
cancelable at the lessee’s option on relatively short 
notice and with relatively small penalty. Office and 
data processing equipment leases are examples. In 
these situations the user does have to decide whether 
he is better off to buy the equipment or to rent it. 

In our book, Office Equipment: Buy or Rent?! we 
have tried to show how this problem can be analyzed. 
The example used is office equipment, but the same 
technique is applicable to all short-term cancelable 
leases. The procedure is to estimate the costs associ- 
ated with leasing and the costs associated with pur- 
chasing. Since the purchase alternative involves an 
immediate outlay and the leasing alternative will in- 
volve a stream of outlays in the future, the two must 
be compared by the use of the present value techniques 
discussed earlier. Each case depends on its own merits 
and the solution is to figure it out, not to rely on some 
broad generalization, whether put out by someone 
who is for or by someone who is against leasing. 

About the only generalization which safely can be 
made is that these cancelable leases are essentially 
devices for shifting the risk of ownership. If you own 
the equipment, you bear the risk that it will not last 
as long as you anticipated. If it becomes obsolete 
sooner or if for some other reason you no longer have a 
need for it, it is you who suffer the loss. If you let the 
manufacturer own the equipment and lease it to you, 
he is the one who takes this risk. Since he knows he 
bears the risk, he sets his lease rates taking this fact 
into account. Since all lessees pay the same rate, he 
must set the rates with regard to the average situa- 
tion. So the question is whether you are above or 
below average — average with respect to what money 
is worth to you, average with respect to the intensity 
and length of time you will use the equipment, average 
with respect to income and capital gains taxes, and 
so on. Thus, only calculations geared to your own 
particular situation can show whether you should buy 
or rent; general rules do not necessarily apply to your 
situation. 

Let me emphasize this point by citing one of the 
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sweeping statements one often hears: “Don’t buy 
data processing equipment. The field is changing so 
rapidly that you are liable to be stuck with an obso- 
lete piece of equipment; so lease it.”” Now, it is true 
that the data processing business is changing rapidly, 
although it doesn’t necessarily follow that every time 
a new piece of equipment is announced all existing 
equipment suddenly becomes worthless. The point 
which the above statement overlooks, however, is that 
the equipment manufacturer is fully as aware of the 
obsolescence problem as you are, if not more so. He 
naturally gears his lease rates to recover his costs plus 
his profit over whatever period he estimates the useful 
life to be. Thus, the faster the equipment is being 
obsoleted, the higher the monthly rentals are likely 
to be. The average user cannot beat this game by 
leasing. He does indeed avoid the risk of obsolescence, 
but he pays for avoiding this risk by a factor that is 
built into the rental rates. 

The third type of lease is the financial lease, a long- 
term lease which is either noncancelable or, if cancel- 
able, involves a termination payment roughly equal to 
the remaining book value of the asset. This lease is 
strictly a way of raising money. The lease obligation 
is debt and, although it does not appear on the balance 
sheet as such, well-informed lenders will include this 
obligation as debt when they are appraising the com- 
pany’s borrowing capacity. The problem, therefore, is 
whether to finance a transaction by borrowing or by 
leasing. This is a straight financial problem, to be 
solved by usual financial methods. The actual numeri- 
cal solution is a little more complicated than in ordi- 
nary financial problems because of the different tax 
treatments of owned and leased assets but, in essence, 
the problem is the same. The relevant discount rate 
is low, much lower than in the case of the cancelable 
lease, because in the financial lease the user bears, in 
fact, the risk of ownership. 

The statement that leasing frees working capital is 
particularly intriguing and erroneous. Its advocates 
divide net profit by the working capital to show that 
the company is earning perhaps 30 percent on its 
working capital and then dangle before the prospect 
the possibility of making this return on the working 
capital freed by leasing. The fact is, of course, that it 
is not working capital alone that is earning the com- 
pany’s profit; it is all the capital. 

Let me make just one comment on the common 
argument that leasing has tax advantages. Now, 
throwing money down a rat hole has tax advantages; 
you get a 52¢ tax benefit for every dollar you throw 
down. In general, the higher your expenses are, the 
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greater the tax deduction, but this is not a sound 
reason for willingly wasting money. The catch is that 
you do not make a profit by saving the 52 percent; you 
make a profit only out of the 48 percent. While it is 
true that the leasing of land has a tax advantage diffi- 
cult to obtain in any other way, the leasing of depre- 
ciable property may or may not have a tax advantage. 
It all depends on the facts in a particular case, and the 
tax aspect is only one aspect of the proposition. The 
solution is not to generalize but, rather, to do some 
calculating as to where the net advantage lies in each 
instance. 


FIFTH FALLACY: PAYBACK NEVER GIVES A USEFUL ANSWER 


As to the final fallacy, let us go back to the begin- 
ning and show how one of the implications that might 
be read into my initial demonstration is also fallacious. 
I demonstrated that for the illustrative situation, the 
reciprocal of the payback is not the true return on 
investment. We should not generalize, however, that 
the payback method of computation is obsolete. 

As Professor Myron Gordon has shown,? although 
the reciprocal of the payback does indeed overstate 
the true rate of return, the error is not very important 
under certain conditions. As a rough rule, most com- 
panies will find that, if earnings are expected to be 
level, and if the expected life of the project is some- 
what more than twice the payback period, the payback 
method gives reasonably accurate results. 

The table which was offered in Exhibit 2 can also 
be used backwards to arrive at a good payback rule. 
If, for example, a company finds that its ordinary 
production equipment has a life of ten years and if it 
demands a return of 15 percent after taxes, the figure 
of 5.019 in the ten-year row and 15 percent columns 
shows that the company will be safe in accepting 
projects with a payback of not more than five years, 
after taxes. The foreman can be told to use a five-year 
after-tax payback in evaluating such projects without 
any necessity for educating them in present-value con- 
cepts. With slightly more effort and assuming a depre- 
ciation pattern for tax purposes, one can convert this 
calculation to a before-tax payback. This figure can 
be used safely, however, only if earnings are level from 
year to year and only if the project involves depre- 
ciable assets with negligible residual values. 


SUMMING UP 


My purpose in exploring these five fallacies has been 
not criticism, but, rather, to call added attention to 
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certain concepts that are now pretty well established: 
The only exact way of figuring return on investment 
is to use present value techniques. The work involved 
in doing this is only slightly greater than that required 
by the so-called simple methods. However, the time- 
adjusted return on investment does not always signal 
the right decision to the problem, and the newer profit- 
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ability-index method does. Present value techniques 
are a rational way of solving buy-or-lease and borrow- 
or-lease problems, which tend otherwise to get solved 
on the basis of propaganda and folklore. And, finally, 
once present-value techniques are understood, there 
are acceptable short cuts that come out to the correct 
result for many common problems. 


FINANCIAL ACCOUNTING VS. MANAGEMENT ACCOUNTING 


Some differences between financial accounting and management accounting should be 
noted at this point. Most important is the difference in viewpoint. The governing objec- 
tive of financial accounting is to furnish information to outsiders in order to report on 
stewardship, while the objective of management accounting is to be helpful to insiders. Out- 
siders have a right to expect that the information they receive is prepared according to 
mutually understood definitions and principles; otherwise, the information would be unin- 
telligible. Management, on the other hand, can make whatever rules and definitions it finds 
most useful for its own needs, without worrying whether these conform to some outside 
standard. 
The principles of financial accounting are therefore not necessarily governing in man- 
agement accounting, although the fact that some of the accounting information used by 
management will also be used in the financial statements must of course be kept in mind. 
Management may, for example, be interested in information on the amount of sales orders 
received, which is not a part of financial accounting since unfilled sales orders do not repre- 
sent realized revenue. Management may be interested in the number of hours worked, 
the pounds of product scrapped, or other nonmonetary information. It may be interested 
in replacement costs or estimates of future costs rather than historical costs. It may be 
interested in information outside the debit-credit structure. Thus, the basic question in 

° management accounting is the pragmatic one: “Is the information useful?” — not “Does 
it conform to generally accepted principles?” 


From Robert N. Anthony, Management Accounting 
Homewood, Illinois, Richard D. Irwin, Inc., 1960 
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EXCERPTS FROM “RED CHINA’S FOOD CRISIS”’ 


Special Report for American Universities Field Staff, Inc. 
by Albert Ravenholt 


For the first time since the victorious sweep of the 
Red armies over a decade ago brought the Communists 
to power in Peking, China’s millennia-old and chronic 
dilemma of feeding her people is compelling the men 
leading a revolutionary crusade avowedly aimed at 
shaking the world to modify their programs. The fact 
that nature has joined with Peking’s own tortured 
management of Chinese society to force this crisis can 
be expected to have repercussions throughout the 
Communist orbit already strained by growing competi- 
tion between the Red Chinese and the Russians who 
once were their mentors. For the communes that are 
Mao Tse-tung’s grandest claim to the ideological man- 
tle of Marxism-Leninism are showing evidence of pas- 
sive peasant resistance, the farmer’s only recourse 
amidst the authoritarian controls the new dynasty 
has forged. Red China’s furious industrialization 
which is the key to her bid for forcing acceptance as 
one of the three dominant world powers may now 
need re-examination and new plans; it must take ac- 
count of reduced means for buying capital equipment 
abroad and the imperative demand for chemical 
fertilizer production at home. 


* * * 


A student of Chinese history is reminded that over 
the past 37 centuries rarely has a dynasty long sur- 
vived continued disaster on the land. Just as the 
emperor was symbolically the first farmer of the realm 
who at the spring planting rites to propitiate the gods 
of the elements sought their bounty, so the most vital 
functions of his administration concerned themselves 
with the harvests. It was the need to harness water — 
at least so some historians reason — that first gave the 
special authoritarian character to the Chinese state 
in its cradle along the Yellow River. And it was chiefly 
a mastery of superior agricultural techniques that per- 
mitted the Han peoples to multiply so that today they 
constitute one-fourth of the human race; over several 
thousand years they displaced the native aboriginal 
tribes, first throughout the Yangtze River Valley, then 
along the smaller river basins of South China and in 
time through the most fertile stretches of the South- 
western and Western frontiers and Manchuria. 


* * * 


Peasants are reported working as instructed by the 


cadre and when the young arbiter of the new order 
turns his back the farmers may quit weeding and even 
sabotage the commune effort. Stealing of sweet pota- 
toes and grain intended to feed pigs is increasing as are 
complaints about commune chickens and hogs eaten 
surreptitiously. The first remedy the Communists are 
attempting is a restoration of private garden plots to 
enlist peasant willingness to work and produce emer- 
gency food for next spring. These plots are tiny and 
sometimes include the borders between fields and 
along roadsides. In one commune of Shansi Province 
the maximum allowed a family measures about 30 by 
35 feet. Since the cadres have twice before given plots 
and then commandeered the produce, the peasants are 
mistrustful. As an emergency measure, tens of thous- 
ands of the new bureaucrats favored by the regime are 
being ordered to the countryside to help grow vege- 
tables and winter grains. Fancy experimentation with 
mechanization in the communes is discouraged and the 
hoe is again the honored tool, with penalties imposed 
if it is lost or broken. 


* * * 


Red China’s ferocious posture of hostility toward 
America creates both enormous problems and also op- 
portunities for a United States policy that seeks to use 
its food to ease acute human need on an enormous 
scale and to bridge at least partially the abyss of hate 
that is the heritage of the greatest revolution of our 
time. But to succeed any such enterprise must be 
managed with the greatest of skill and patience. 

Within the dark labyrinth of the “Central Author- 
ity” that rules Red China this now undeniable crisis 
in their affairs is impelling a vast and yet only partially 
discernable reshuffling. Caught in the strait jacket 
of their own tortured philosophy, the senior Chinese 
comrades are trying to sort out where they actually 
are and a more viable course of action for the future. 
Fertilizer, and the need to produce this on an enor- 
mous scale as related to the present emphasis upon 
heavy industry, with all this implies for international 
political posture, is now an unavoidable issue. Con- 
sumer goods are also essential to sustain the peasants 
and induce them to want to work. And the very struc- 
ture and management of the communes has to be 
overhauled. 
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